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Abstract 
Purpose: The purpose of this paper is to improve the financial performance of Levare 
Consultants Pvt. Ltd (LCPL) firm by measuring impact and importance of ABC-a way to measure 
changes in their productivity of LCPL. The objective of the paper is to demonstrate chances in 
financial performance when LCPL applies ABC approach. 
Design/Methodology/Approach: Random sample of 50 members from LCPL were selected. The 
opinion of sample members has been collected personally through questionnaire and also direct 
interview. The questionnaires were made and given to the financial staff of LCPL. They were 
required to complete the questionnaires based on their understanding and perceptions of ABC 
related to financial performance. Secondary data were collected from the reference books, 
published journals, annual reports etc. The data, both primary and secondary have been tabulated 
in a suitable sheet prepared for the purpose. Analyzing and interpreting the collected data, 
conclusion has been drawn. 
Findings: In the competitive market at present, benefits of cost are very important. ABC is a 
system providing cost information for these competitive strategies. LCPL is facing challenges and 
difficulties in business environment, thus benefits from ABC have become more important. The 
implementation of ABC in LCPL brings positive results due to positive perception of staffs in the 
company.  As can be seen, ABC has had a positive influence on improvement of financial 
performance at LCPL. Thus by applying ABC, managers of LCPL would be given more accurate 
information and able to take the right actions that would improve the profitability and the 
financial performance of a company. 
Research Limitations/Implications: The study is totally based on the sample opinion and 
published data on ABC. The general answers and the analysis are based on the majority of the 
information collected, but the knowledge of the participants about ABC may differ. This study is 
a case study of LPCL therefore outcomes of the study may not be generalised. 
Practical Implication: 
Higher earnings are proof that they always find the best methods to apply in business operation. 
Thus, it can be said that ABC method has big effect on financial performance of manufacturing 
firm. All three hypotheses are accepted, these indicate the positive impact of ABC on financial 
performance. 
Originality/Value: This research could assist management of LCPL as it applies a multiple 
stage approach to get closer to actual costs in the company, in order to emphasize the relationship 
among activities, as well as between activities and cost objects in a chain of stages. 
Key Words: Activity Based Costing, Service Industry, Financial Performance, Profitability 
Paper Type: Research Paper 
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1.1  Introduction 
----------In the 1990s business strategy played an 
essential part in financial operation. With the 
expansion of productivity, and the complexity of 
business management, efficient financial 
performance has become a very common term. 
Researchers have shown that cost accounting has 
been one of the most vital parts of managerial 
accounting. It is used to control a company‟s cost 
and provide management with accurate 
information on financial operation and 
performance. At that time Traditional Costing 
system trace overhead costs to the product based 
on the assumption that product cause costs. It takes 
a total cost and assigns it to each part of the 
process. It is the fact, it relies on an essentially 
illogical allocation of indirect costs, and thus 
systems do not give managers accurate product 
cost information, which leads to inaccurate 
calculation of product profitability. Therefore 
Traditional Cost Accounting (TCA) has not 
reflected the realities of financial performance of 
manufacturing firm and can mislead and increase 
production costs and have major negative effects 
on a company‟s profits. 
----------One of the main challenges of conservation 
of service organizations is development of cost 
information for strategic decision-making and 
proper pricing of services. Because of the existing 
competitive space, a suitable costing system to 
obtain this information is necessary in service 
institutions specially hospitality industry. Customer 
cost data is necessary for managerial decision-
making. Knowing this point that which customer is 
profitable, helps organizations to improve their 
decision-making and increase their total 
profitability (Kuchta & Troska, 2007)
 
. 
----------Regarding to size and complexity of 
constitutions of service companies, knowing 
profitability of different customer groups is 
necessary for these companies. In the view of 
(Gremler et al., 1994), expense of finding a new 
customer in a service company is five times than 
preserving current customer. In service companies, 
service costs are determined by customer‟s 
behavior. Thus, knowing customers‟ cost 
information is necessary to maintain profitable 
relations for service institutions and companies 
(Rahnamay, 2009)
 
. 
Introduced by (Cooper &Kaplan ,1991)
 
 
Activity Based Costing (ABC) was described as a 
potential approach to solve traditional costing 
problems. It soon claimed its major advantages and 
overcame limitations of TCA despite of a rising 
number of questions concerned with adoption and 
implementation ABC. However (Ittner &Larcker, 
2002)
 
 stated that ABC would only have indirect 
effect on financial efficiency. Since then various 
studies have been conducted on the real benefits 
and the actual influences of ABC on performance 
of accounting system and production of a company 
in order to see whether or not applying ABC was 
the right solution. This project will illustrate the 
impact and importance of ABC on financial 
performance of manufacturing firms. In addition, it 
will focus on the empirical testing of the impact of 
ABC in Levare Consultants Pvt. Ltd. (LCPL) and 
the effect of ABC to financial performance. 
1.2 Problem of the Study  
----------The application of ABC technique in 
service industry affects financial performance. 
1.3 Objectives of the Study  
----------The objectives of the study are: 
1. To take a review of application of ABC in 
service industry. 
2. To study the effect of ABC technique on 
financial performance of service industry. 
3. To examine the relationship between ABC and 
financial performance. 
4. To suggest remedial measures for effective 
implementation of ABC. 
1.4 Significance of the Study  
----------This study will verify the benefits of ABC 
which provides accurate information and precise 
costs and updates daily for financial managers in 
decision-making, production controls and business 
operations. Moreover, this study also contributes to 
other previous researches by studying the effect of 
using ABC not in general manner but in depth of 
how ABC influences a firm‟s accounting process. 
Being aware of applying ABC successfully, 
managers can improve their business operations, 
thereby improving the quality and management 
activities, increasing competitiveness and economic 
power in open market economy; and as a result this 
may also have a great effect on the success of a 
company. In addition, this study will demonstrate 
the current limitations of ABC which may enable 
future researches to make improvements to this 
model. 
 
1.5 Hypotheses 
----------The information generated by the use of 
ABC method enables firms to compare benefits 
that they can achieve. Although ABC has been 
studied and realized positively by many 
researchers, there is no assurance that all ABC 
systems applied to all manufacturing firms can 
bring the same benefits. This leads to these 
hypotheses: 
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1. There is a direct positive impact of applying 
ABC on financial performance in the firms. 
 
2. There are some factors that affect the applying 
activity based costing technique on financial 
performance. 
 
3. The use of ABC gains positive benefits to 
increase financial performance.  
1.6 Research Methodology 
---------- The methodology of this research is 
quantitative research. Quantitative Research 
employs a set of structured given questionnaires for 
all participants. Research allows infer statistic from 
results obtained by reflection of small sample 
group to the population as a whole to measure and 
assess casual relations between variables. It is 
comparatively easy and quick to carry out research, 
and the results obtained from a good research can 
be used to make comparisons by the time or 
between regions.  
---------Quantitative research is mainly concerned 
with numbers and data easily quantified. The most 
popular quantitative technique is using survey, 
often based on a large number of cases, where a 
broad overview of a market is required. Survey can 
be administered by mail, telephone, face to face, or 
more recently by the Internet or World Wide Web. 
This study uses quantitative research focus on 
numerical data, financial report and survey with 
managers and staffs in company. 
 ----------All of this data are easy to summarize and 
analyze; the comparison between groups, location 
can be measured for difference; and researching a 
small group can give a reliable indication of the 
views of a larger population. 
1.6.1  Data Collection  
Both the primary and secondary sources are 
used for this study. 
1.6.1.1  Primary Data  
Primary data were collected by 
questionnaires with a lot of questions related to 
different aspects of impact and importance of ABC 
on financial performance. The questionnaires were 
sent to financial staff of LCPL. 
-         The researchers had some personal 
interviews with some of the managers of each 
department in the company about their business 
initiatives, especially in using ABC. After that, the 
researchers sent them the questionnaires.  
The researchers had to contact them directly 
through phone. After that, the researchers made 
contact with the managers of these staff and 
persuaded them to encourage their staff to get 
involved in answering the questionnaires. 
Moreover, the researchers also used phone to 
contact each individual staff to persuade them to 
complete questionnaire. 
1.6.1.2 Secondary Data          
     Along with the primary data the researchers 
collected secondary data from various sources like 
a references books, theses, previous studies, 
journals, magazines and references from various 
libraries situated in India. 
1.6.2  Sample Selection  
---------- This study is related to the effect of Activity 
Based Costing technique on Financial Performance 
of Service Industry. Therefore researchers have 
decided to consider a case study of LCPL. 
1.6.3  Limitations of the Study  
---------- There are not many researches 
conducting on ABC is success on financial 
performance despite that numerous research of 
applying ABC on manufacturing. 
---------- On the other hand the research scale on 
this study was limited due to its sample size 
because only financial employees LCPL were 
interviewed. The result may be varied if a larger 
scale was conducted. 
---------- The general answers and the analysis are 
based on the majority of the information collected, 
but the knowledge of the participants about 
Activity Based Costing may differ. However, error 
on this study is assumed on a low rate. 
---------- Researchers might encounter financial 
problems during research phase; direct interview to 
each respondent was not carried out therefore more 
in departments and different questions was not 
given to the participants. 
1.6.4 Data Analysis 
---------- Data collected was analyzed by tables 
and bar charts. The tables include number of 
answering and this percentage. In conclusion, 
using quantitative research method, which has 
well known in researching with numbers and 
data, is an excellent way of finalizing results and 
providing or disproving a hypothesis. 
Under this study, the data were collected through 
surveys and information was gathered from 
participants who were financial executives of 
LCPL. The format of the questions was 
concerning given hypotheses to learn the opinion 
and the level of perception of all participants 
about their knowledge of ABC and the efficacy 
of it on financial performance.  
1.6.6  Questionnaire Design 
---------- Questionnaire was designed and divided 
in to three aspects which serve the objectives of the 
research: 
 The use of ABC affects the financial 
performance. 
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 Importance factors that affect of applying 
activity based costing technique on financial 
performance. 
 
 The benefits of using ABC lead to 
improvement in financial performance. 
 
---------- Some questions were designed based on 
previous researches which enable respondents to 
easily approach the problem and to analyze them 
at ease. All questions structure was designed as 
closed questions. This can encourage respondents 
to have enjoyment and care for answering 
questions.  
---------- Section A involves the understanding of 
respondents about levels of effect of ABC on 
financial performance. The purpose of section A 
was to focus on analysis to decide whether using 
ABC effect on financial performance or not. 
Section B was aimed to test the knowledge of 
respondents related to the factors affecting 
financial performance that LCPL got them when 
applying ABC method. In this section, factors are 
ranked from 1 to 5. The purpose of Section C was 
to study whether the respondents realize benefits 
of applying ABC effect on financial performance; 
and whether those benefits are numerous or not. 
This section focuses on the success or failure of 
using ABC method in LCPL. 
1.7  Previous Studies 
---------- From 1970s ABC was mainly developed 
to serve industrial companies, but from the early 
years of its development, researchers have 
investigated the possibility of using it in the service 
sector as well. 
---------- (Kaplan, 1994)
 
 reports that in the early 
1980 ABC was already used in the service sector 
by logistics companies, by banks and hospitals and 
had already developed costing models similar to 
the ABC. 
---------- (King, 1995) has made four research 
attempts in the hospitals of England, where it 
concluded also that the British National Health 
System (NHS) can benefit from the implementation 
of ABC, because it is a method that can easily 
adapt in the specific needs and particularities of 
each institution. 
---------- Moreover, (Brimson & Antos, 1994) 
mention examples of American Public Sectors 
where ABC succeeded when used. The writers 
quote that ABC has been implemented in 
telecommunication companies, parcel post 
companies, hospitals, electricity and gas 
companies, helping them control their cost and 
letting management concentrate on their customers. 
----------  (Evans & Bellamy, 1995)
 
 argue the 
necessity of developing this new method in order to 
cost the services of Public Sector for a better 
management, even though traditional methods are 
still in use. In Greece (Kostopoulos et al., 2003), 
apply the new method in the Open Psychiatric 
Center of Athens Greece. Their aim is to acquire 
information relative to the service cost of the 
therapeutic organization and the service cost of the 
psychotherapy for the patients. The results provide 
the information of the minimum cost of each 
psychotherapy session and the minimum amount of 
patients for the economic self-sufficiency of the 
Psychiatric not-profitable unit. 
---------- (Lere, 2000) mentioned that in order to 
comprehend the potential power of ABC cost data 
in pricing, it is important to comprehend how ABC 
cost data is different in contrast to the traditional 
method. The attribute of ABC is that it does not 
vary with volume; however it may differ with some 
other measure of activity. ABC recognizes that 
activities cause cost. 
---------- In the Macedonia University of 
Thessaloniki Greece, (Vazakidis & Karagiannis, 
2006) presented complete studies and articles 
which are published in journals and congresses. In 
2006, they presented for the first time a model of 
cost accounting for the Department of Applied 
Informatics of University of Macedonia in 
Thessalonica, more for internal information and 
then for the promotion of this new method in the 
Greek environment. Finally in 2008, they applied a 
new model of ABC and Activity-Based 
Management in a tourist organization (Vazakidis 
& Karagiannis , 2009), so as to point out the 
usefulness of the method as a tool and source of 
information for the administration. 
---------- In the Arab countries, (Al-Mekhalafy, 
2002) tried to identify the importance of applying 
the costs systems in the non-industrial 
organizations which in most the costs elements was 
fixed and indirect, and he applied the ABC system 
in one of the Islamic banks in the Republic of 
Yemen in order to identify the extent of the 
contribution of ABC system in to accurate 
calculations of the costs of services and operations 
in this bank. 
1.8 Case Study from the Literature 
1.8.1 Description of LCPL 
----------Levare Consultants Pvt. Ltd. (LCPL) is a 
company based in Pune, India that provides KPO 
and BPO services in FACT (Finance, Accounts, 
Costing and Taxation) to Corporate Bodies in India 
and abroad. Back office efficiencies are the key to 
driving profitability. LCPL focuses on rendering 
seamless back office service and assured continuity 
of delivery, to its clients. Their clients don't have to 
worry about staff turnover and loss of knowledge 
caused by attrition. This provides their clients with 
an opportunity to focus on their core competencies 
and grow with the help of existing resources. 
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Resources 
 
 
 
----------The prime objective for LCPL is to 
leverage their functional resources to move their 
client's business to the next level through improved 
operational efficiencies and growth.  
----------LCPL is a company set up by a team of 
Professional Chartered Accountants (CAs), Cost 
and Management Accountants (CMAs) and 
Company Secretaries (CSs). Their conviction lies 
in offering the best of the professional services at 
all times. Their emphasis rests firmly in the best 
business processes, team work and co-operation. 
The Company emphasizes on „Integrity and 
Honesty‟, „Teamwork‟, „Respect and Dignity‟, 
„Innovation and Excellence‟.  
----------They provide secure, dependable, accurate, 
real time and cost effective FACTs (Finance, 
Accounting, Costing and Taxation services). They 
create meaningful, well-organized financial records 
that ensure that the clients‟ business operations will 
run most efficiently. 
----------The company draws strength from the 
value Pyramid it has created through the operations 
over the years. The pyramid denotes 3 guiding 
fundamentals on which our company is built. 
Leverage (maximize the gain of our clients), 
Quality (speaks for itself) & Integrity (sense of 
honesty and truthfulness in regard to the 
motivations for our actions). 
----------Accounting in LCPL is designed to suit the 
form and operating features of the company. This is 
a company which provides KPO and BPO services 
in FACT (Finance, Accounts, Costing and 
Taxation) with the management system based on 
specialty of each division and management. 
Accounting in LCPL is designed on the model that 
combines managerial accounting and financial 
accounting, but there is distinction and 
specification of responsibilities for work, providing 
information, as well as the connection between 
managerial accounting and financial accounting to 
avoid delays in processing and providing 
accounting information. Financial accounting 
records in AIS according to cost objects, in order to 
conduct plans for detailed analysis and on the other 
hand to construct financial statements. LCPL 
ensures to follow Indian accounting standards and 
international accounting standards. 
----------Management accounting is designed to 
provide quantitative information about financial 
situation in each division. Management accounting 
enables managers to make decisions to choose the 
most efficient technique. In system of accounts, 
LCPL uses a chart accounts built under “Tally 
ERP” Software. Accounts accord to the basic of 
homogenous overhead costs. In cost accounting, 
LCPL uses standard costs in setting overall service 
offerings; and analyzes variability of planned costs. 
This is the analysis of the based difference between 
real costs and planned costs to evaluate 
responsibilities and ensure to provide accurate and 
proper information in a given period. 
----------Moreover, LCPL improves the model of 
department costs in the way that realizes benefits of 
ABC and lessen the use of TCA. For cost pools, the 
limit to coverage costs that suits the authority and 
responsibility of each pool in cost controls. LCPL 
sets up a structure of cost pools suitable for the 
business technology and operation structure to 
recognize the results of management. LCPL 
employs a number of cost pools to establish 
flexible budgets, all work in a homogenous 
process. 
1.8.2 Application of ABC in LCPL 
----------ABC method was applied on LCPL in 
2011. It is used as a separate system to support 
managerial decisions in order to gather more 
accurate information used to make managerial 
decisions. ABC model is established according to 
cost allocation and based on process to provide 
information about resources, activities and cost 
object. 
 
Figure 4.2 Application of ABC in LCPL 
                                               Service vertical 
 
 
 
 
 
 
 
 
 
 
 
 
Activates Cost Factors         Activates                    Achievement                                                                                    
What Causes 
Costs? 
Human Resources 
Cost Factors 
Make better decision Why to have Costs? 
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From the view of cost allocation, LCPL applies a 
multiple stage approach to get closer to actual costs 
in the company, in order to emphasize the 
relationship among activities, as well as between 
activities and cost objects in a chain of stages. 
----------Among factors causing overhead costs in 
LCPL, normal costs of a service, variable service 
cost, cost adjustment, service delivery, 
administration costs and part of advertising and 
promotional costs can be directed to each product 
when posting to informative system of accounting. 
Thus, ABC model focuses on indirect costs 
(includes: management costs, part of advertising 
and promotion costs which cannot be assigned 
directly to each service). ABC improves methods 
of allocation of direct costs to departments, 
processes, services and other cost objectives. 
----------ABC model in LCPL focuses on individual 
activities as basic cost objects. These activities are 
ranked to cost levels: unit level cost, service level 
cost, corporate level cost. ABC also can be used to 
make business decisions based on information on 
profit and profitability for each service, each client, 
and division. 
1.8.3 Cost Management in LCPL 
----------LCPL realizes that seeking opportunities to 
improve profit is necessary but how to identify and 
realize these opportunities? 
LCPL has the following methods of cost 
management: 
 Identifying costs: to realize costs of service 
provider, its contribution to profit and its 
profitability.  
 Identifying assessable profit for services: 
assessable profit as well as assessable realized 
profit, divisions, etc. is identified by applying 
specific allocation techniques in budget planning 
and operation plans.  
 Cost cutting: plans for activities of each division 
are aimed at lower costs and higher productivity, 
possible, realistic and benchmarking.  
 Cost management: to measure real costs, in 
corporation with assessable costs to provide the 
basis for analysis of variable cost and identify 
opportunities to improve profits. 
 
Figure 4.3 Diagram of cost management in LCPL 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
1.8.4 Cost allocation in LCPL 
----------Cost allocation is assignment of indirect 
costs to cost centres or cost units. The allocation is 
related to cost identified by a particular cost pool. 
Cost pools includes: service delivery, service 
quality, administrative, sales, management, etc. 
Cost allocation in LCPL is on the basis of 
accuracy, cost- treatment, and planned allocation. 
Indirect costs which are not directly assigned to 
service will be allocated as follows: 
 Power cost: service vertical area wise 
 Cost of maintenance and repair: number of 
employees in each division 
 Employee costs: number of employees deployed 
 Depreciation costs: value of assets 
 Insurances costs: value of equipment and number 
of employees deployed. 
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1.9 Research Result and Analysis 
1.9.1 Discussion on Statistical Analysis 
----------In this part of the paper, the discussion on 
statistical analysis is about the respondents, the 
data analysis method, the reliability and validity, 
and bias. 
1.9.1.1 Respondents 
----------All 50 questionnaires were sent to financial 
staffs in LCPL in different areas such as 
Accounting, HR, Costing and Taxation. They were 
considered as those who directly work with ABC 
system. The table shows the response rate of the 
questionnaires. 
Table 1.1: Response Rate of the Questionnaires 
Response Frequency/Rate 
Distributed questionnaires 50 
Returned questionnaires 44 
Usable questionnaires 40 
Badly Completed 
questionnaires 
4 
Not returned questionnaires 6 
Response rate
1
 88% 
Usable response rate
2
 80% 
1
Returned questionnaires / Distributed 
questionnaires (44 / 50) 
2
Usable questionnaires / Distributed questionnaires 
(40 / 50) 
1.9.1.2 Data Analysis Method 
----------Questionnaire surveys often use tables and 
bar chart to show the percentage of responses. Both 
positive and negative responses are considered and 
performed in the chart. The percentage of response 
can be represented the different aspect of ABC 
method more explicit. 
1.9.1.3 Reliability and Validity 
----------In order to achieve stronger reliability and 
validity, the researchers used different ways to 
collect to opinion of respondents. First, the 
researchers interviewed managers of some main 
department in LCPL Company, in order to have a 
general overview of their company, their 
manufacturing activities and their business 
strategies. The questionnaire was also reviewed by 
these managers. Then, the researchers used 
telephone call for the sectional head of the financial 
staff to persuade them encourage their staff answer 
the questionnaires. To raise the response rate, 
researchers made some phone calls to some 
specific staff. 
1.9.1.4 Bias 
----------The result of collecting data according to 
this way can be non bias. The 15 questionnaires 
were sent, there were only 11 responses. Then the 
telephone calls were made. 
1.9.2 Testing of Hypothesis  
The three sections of questionnaires show 
three objectives of the research: 
 The use of ABC impact to financial performance. 
 Important factors impact on ABC and financial 
performance.
 
 The benefits of using ABC lead to improvement 
in financial performance.
 
-The result of each section is discussed individually 
with general overview, table, bar chart, etc. 
1.9.2.1 The Use of the Effect of ABC on 
Financial Performance 
1.9.2.1.1 General Discussion 
----------Individuals participated in answering 
questions and showed their opinion based on the 
application of ABC in their company. In the 
questionnaires, respondent‟s choice of yes or no to 
a question depends on the certain assumption in 
this question. Respondents only need to tick in the 
blank of yes or no for each part of answering. The 
result of this section of the questionnaire is showed 
in the table 1.2. 
Table 1.2 The Result of the Response of Respondents of Section A 
No 
 
Effect of activity based costing on financial performance. YES 
(Nos.) 
YES 
(%) 
NO 
(Nos.) 
NO 
 (%) 
1 
 
The objective of implementing ABC method has been 
identified clearly. 
38 95% 2 5% 
2 ABC method is associated with the strategies of the firm. 32 80% 8 20% 
3 When deciding to apply ABC method in the firm, the 
objective of firm is high return. 
40 100% 0 0 
4 ABC data have been used for performance evaluation. 30 75% 10 25% 
5 Top manager and senior manager use ABC information as 
the basic for decision making. 
36 90% 4 10% 
6  The Accounting or Finance department pay attention to 
ABC method. 
24 60% 16 40% 
7  ABC has strong active support for management. 22 55% 18 45% 
8 Training of applying ABC method has been provided. 32 80% 8 20% 
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Figure 1.1 Component Bar Chart Showing the Response of the Respondents 
 
 
 
 
 
 
 
 
 
 
 
 
 
1.9.2.1.2 Results and Discussion  
----------This table and chart shows the results of a 
questionnaire, this is the reaction of respondents. In 
this section, respondents were asked to give their 
opinions about LCPL‟s use of ABC impact on 
financial performance. 
     With the total respondents are 40, the 
percentage rate are very high, it shows that 
respondents have a positive perception of the link 
between ABC method and financial performance. 
The use of ABC method in manufacturing firm has 
direct related to the improvement of return and 
therefore it also directly affects change in financial 
performance despite of any special condition. 
----------Based on the respondents, there are some 
reasons that using ABC relates to financial 
performance show that: 
 The 38 (95%) of the respondents agree that the 
objective of implementing ABC method has 
been identified clearly while 2(5%) of the 
respondents disagree. 
 The 32 (80%) of the respondents agree that the 
ABC method is associated with the 
strategies of the firm while 8 (20%) of the 
respondents disagree. 
 All of 40 (100%) of the respondents agree that 
the deciding to apply ABC method in the firm, 
the objective of firm is high return while none 
of the respondents disagree. 
 The 30 (75%) of the respondents agree that the 
ABC data have been used for performance 
evaluation while 10 (25%) of the respondents 
disagree. 
 The 36 (90%) of the respondents agree that the 
top managers and senior managers use ABC 
information as the basic for decision making 
while 4 (10%) of the respondents disagree. 
 The 24 (60%) of respondents agree that the 
Accounting or Finance Department pay 
attention to ABC method while 16 (40%) of the 
respondents disagree. 
 The 22 (55%) of the respondents agree that the 
ABC has strong active support for management 
while 18 (45%) of the respondents disagree. 
 The 32 (80%) of respondents agree that the 
training of applying ABC method has been 
provided while 8 (20%) of the respondents 
disagree. 
          It can be seen that objective opinions of 
people related to the use of ABC method are 
considered as the condition for applying ABC 
method in a manufacturing firm. An obvious 
thing is that any company‟s operation is aimed 
at increasing profits. Higher earnings are proof 
that they always find the best methods to apply 
in business operation. Thus, it can be said that 
ABC method has big effect on financial 
performance of manufacturing firm. This 
research also shows that there are some other 
reasons creating the connection between ABC 
and financial performance. 
                For all above reasons, the survey 
questions in this section can show the positive 
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relationship between ABC and financial 
performance. This is may be because positive signs 
on managers provide full information about the use 
of ABC. 
1.9.2.2 Important Factors that Affect the ABC 
and Financial Performance 
1.9.2.2.1 General Discussion 
----------This section is designed to survey the 
benefits that manufacturing firms gain by applying 
ABC. The questionnaire contains 7 questions. 
Respondents were asked to give their opinions 
about the benefits that the firm has achieved in 
applying ABC. The result of the questionnaire is 
showed in the table 1.3: 
 
Table 1.3 The Result of the Response of Respondents of Section B. 
No 
 
Factors effect of activity based costing on 
financial performance. 
YES 
(Nos.) 
YES 
(%) 
NO 
(Nos.) 
NO 
 (%) 
1 Costs 38 95% 2 5% 
2 Information technology 34 85% 6 15% 
3 Business unit complexity 28 70% 12 30% 
4 Intra-company transaction 20 50% 20 50% 
5 Competition 22 55% 18 45% 
Figure 1.2 Component Bar Chart Showing the Response of the Respondents of Section B. 
 
 
 
 
 
 
 
 
 
 
 
 
 
1.9.2.2.2 Results and Discussion 
----------In the previous questionnaire, respondents 
surveyed had positive opinions in pointing out the 
correspondence between ABC and financial 
performance. In this survey questionnaire, 
respondents also showed their positive opinions on 
the level of percentage rate very high. 
1.9.2.2.2.1 Costs 
----------The cost allocation is the factor that 
impacts the price. To build up an efficient cost 
system, initially LCPL has to find causes of loss 
and profit. The system allows LCPL to realize the 
real costs of particular products by allocating such 
costs as electricity, depreciation, labour cost and 
overhead cost to the product. This enables LCPL to 
know which services and resources are increasing 
their profitability and which are contributing to 
losses. In order to make strategic decisions such as 
replacing products with losses by the most 
profitable products. 
----------LCPL set prices efficiently as an efficient 
cost system states the price of a unit of product at 
each stage of production. Moreover, it helps LCPL 
to understand more about its cost flows to 
determine better market prices, and gain 
considerable competitive advantage in setting 
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prices. On the one hand, it helps to find fields to cut 
costs. Efficient cost management enables LCPL to 
recognize fields with abnormal costs and cut down 
costs.  
----------On the other hand, it provides useful and 
updated managerial information for the 
management of the company, and then they learn 
about cause of loss & profit and operational results 
such as monthly managerial statement. This helps 
them make accurate management decisions. The 
report includes: detailed revenue and profit of each 
department, customer, sale person and product. 
Moreover, it gives information on evaluation of 
results. Cost system can construct detailed and 
reliable statement at department level. Operation of 
department is assessed based on their possibility to 
achieve profit objectives, 38 (95%) out of 40 
respondents agreed that the cost is one of the 
factors while 2 (5%) of the respondents disagreed. 
1.9.2.2.2.2 Information Technology 
----------The high level of Information Technology 
(IT) appears to be an important factor in all stage of 
applying ABC method in most firms. Benefits from 
productivity mostly result from nonstop update of 
newest information technology. ABC method will 
be done more easily if IT of a big firm has 
connection with its branches and subsidiaries.  
----------However, IT develops more and more 
quickly, the number of companies using IT 
increases more; this has created a strong 
competitive environment among manufacturing 
firms. Therefore, using IT to establish a low cost 
structure is one important factor to improve 
performance. Not all respondents can understand 
everything clearly about IT, but the majority of 
them have specialty knowledge about accounting 
and financial, so the response of them also can be 
seen as positive opinion. The number of 
respondents chooses YES for IT is rather highly. 
The 34 (85%) agreed while 6 (15%) disagreed. 
 
1.9.2.2.2.3 Business Unit Complexity 
----------Data information of ABC method is 
different from that of TCA such as diversity in 
process, products, customer order. After the 
application of ABC, LCPL Company reported that 
the use of ABC brings better performance 
compared to the TCA. The 28 (70%) of the 
respondents chose “YES” agree for business unit 
complexity while 12 (30%) of the respondents 
disagreed. 
1.9.2.2.2.4 Intra-Company Transactions 
----------When a manufacturing firm applies ABC 
method with too many internal transactions, the 
financial performance of each division, department 
may contain errors or mistakes. Moreover, intra-
company transaction is also a sensitive problem, 
and has negative impact on financial investment 
decisions. Due to these reasons, only 20 (50%) of 
the respondents agreed that the intra-company 
transactions have positive impact while 20 (50%) 
of the respondents disagreed. 
 
1.9.2.2.2.5 Competition 
----------Data information about ABC is very 
important when it comes to competitiveness and 
financial performance of a firm. For example, if a 
manufacturing firm uses a low cost strategy in 
competition with other rivals, ABC method will 
have better judgment for this strategy and cost for 
establishment of the strategy. Manufacturing firms 
have to face with fierce competition, especially 
from manufacturing firms who produce the same 
types of products; they can use the information of 
ABC to increase their competitiveness. Lower cost 
leads to higher profits which result in improvement 
in financial performance. 
----------To ensure the success of applying ABC to 
improve financial performance, all staff in the 
functional department in the firm would be trained 
about general knowledge of ABC method. They 
will understand the operation of the system and 
organize of the system to gain better performance. 
Thus they may give their own ideas on 
questionnaires in the most proper way. The 
percentage rate of respondents that is 22 (55%) of 
the respondents showed that they agree with these 
factors which cause major impact of ABC on 
financial performance while 18 (45%) of the 
respondents disagreed with these factors. 
 
1.9.2.3 The Benefits of Using ABC Lead to 
Improve Financial Performance 
1.9.2.3.1 General Discussion 
----------This section is designed to survey the 
benefits that manufacturing firms gain by applying 
ABC. The questionnaire has 7 questions. 
Respondents were asked to give their opinions 
about benefits that the firm has archived in 
applying ABC. The result of the questionnaire is 
shown in the table 1.4: 
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Table 1.4 The Result of the Response of Respondents of Section C. 
No 
 
 
Benefits when applying ABC methods. YES 
(Nos.) 
YES 
(%) 
NO 
(Nos.) 
NO 
 (%) 
1 
 
 After   applying   ABC, the cost is reduced, firm‟s profit   
has increased. 
36 90% 4 10% 
2  Better in overhead cost allocation. 34 85% 6 15% 
3  Better in performance measurement. 32 80% 8 20% 
4 Improvement in shareholders‟ value. 22 55% 18 45% 
5  Increase inability competitive of company. 34 85% 6 15% 
6  Using ABC reduce unnecessary costs. 40 100% 0 0 
7  Managers have better decision in financial management. 38 95% 2 5% 
Figure 4.6 Component Bar Chart Showing the Response of Respondents of Section C. 
 
 
 
 
 
 
 
 
 
 
 
 
 
1.9.3.3.2 Results and Discussion 
----------From the survey about the impact of ABC 
on financial performance above, it is easy to realize 
its positive impacts. The main benefit that the firm 
has when using ABC are seen as follow: 
 The 36 (90%) of the respondents agreed that the 
after   applying   ABC, the cost is reduced 
firm‟s profit has increased while 4 (10%) 
respondents disagreed. 
 The 34 (85%) of the respondents agreed that 
better in overhead cost allocation while 6(15%) 
of the respondents disagree. 
 The 32 (80%) of the respondents agreed that the 
better in performance measurement while 8 
(20%) of the respondents disagreed. 
 The 22 (55%) of the respondents agreed that the 
improvement in shareholders‟ value while 18 
(45%) of the respondents disagreed. 
 The 34 (85%) of the respondents agreed that the 
increase inability competitive of company while 
6 (15%) of the respondents disagreed. 
 All of 40 (100%) of the respondents agreed that 
the using ABC reduce unnecessary costs while 
none of the respondents disagreed. 
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 The 38 (95%) of the respondents agree that the 
Managers have better decision in financial 
management while 2 (5%) of the respondents 
disagreed. 
----------In the competitive market at present, 
benefits of cost are very important. ABC is a 
system providing cost information for these 
competitive strategies. LCPL is facing challenges 
and difficulties in business environment, thus 
benefits from ABC have become more important. 
The result of this section shows that respondents 
have positive opinions about benefits of ABC 
method which helps the improvement in financial 
performance. 
ABC method is used as a separate system to 
support managerial decisions in order to gather 
more accurate information used to make 
managerial decisions every 6 months in LCPL. 
ABC is established according to cost allocation and 
based on process to provide information about 
resources, activities and cost objects.  
----------From the view of cost allocation, LCPL 
applies a multiple stage approach to get closer to 
actual costs in the company, in order to emphasize 
the relationship among activities, as well as 
between activities and cost objects in a chain of 
stages. 
----------All business activity in LCPL is aimed to 
increase additional values to investors. LCPL 
business activities must earn a profit to cover 
capital cost. Therefore, completed information of 
costs is necessary to help management to make 
accurate business decision. Information of cost is 
transferred by a modern system which includes not 
only tangible costs but also expected costs of 
investors. Based on current data and history, as 
well as future expectation, managers must find out 
which product, service and customer will 
contribute to success in business activities in the 
company. 
In short, before getting into deeper 
analysis phase, some of the factors which affect the 
result of the research concerning need to be 
mentioned and taken into account such as: 
information of respondent themselves, which data 
collection and analysis will be used before handing 
out the questionnaires. Other than that solid 
attributes of questionnaire like reliability and 
validity need to be ensured and reviewed by a 
responsible person to avoid bias and mistakes. 
----------In the questionnaire, different aspects 
about measurement of success of using ABC have 
been discussed. Through three statistics and 
analysis tables and bar charts, the implementation 
of ABC in LCPL brings positive results due to 
positive perception of staffs in the company.  
----------Most of the respondents affirm that ABC 
has positive impact and important influence on 
improvement of financial performance. On the 
other hand, during analysis phase, some answers 
from respondents were uncertain due to the lack of 
information about the questions given. During the 
research and the analysis phase, experience was 
gained by the authors and therefore suggestions are 
given for future research. 
1.10 Conclusion  
----------By understanding and knowing the 
importance of ABC for the manufacturing firm, as 
well as studying previous researches on ABC, the 
researchers were able to build and support 
hypotheses that would demonstrate the actual 
impact of it on financial performance. 
----------After carefully choosing the appropriate 
research method and making the questions about 
the hypotheses, researchers were successfully 
transferred into a set of questionnaires and surveys 
which were given to some of the financial experts 
of LCPL. Their answers as well as their perception 
and experiences about ABC were carefully 
analyzed. The result achieved from the analysis 
stage was shown the relationship of 
implementation of ABC in order to obtain 
maximization profit, as well as by confirming 
proven benefits of ABC. All three hypotheses are 
accepted, these indicate the positive impact of 
ABC on financial performance. Therefore, it 
consolidates the fact which hypotheses were 
successfully demonstrated the vitality impact and 
importance ABC with financial performance. 
1.11   Recommendations 
----------During research and analysis stage, set of 
questionnaires provided more extra information as 
well as detailed explanation to the respondents 
such as: how they should understand the question 
and how their answers will be analyzed and 
evaluated, etc.  
The following are some of the recommendations 
based on the study: 
1. The LCPL should ensure that relevant 
information should be accurate and participants 
must be committed. 
2. Employees should be able to comprehend 
knowledge from the fields.  
3. Employees should improve their understanding 
of ABC in particular and accounting 
knowledge in general.  
4. Since the ABC implementation concern with 
entire operation of the company, the employees 
should improve and work with the best 
motivation and efforts in their domain diminish 
unwanted errors in which affect to ABC data 
statistics. 
5. Active management support is crucial in the 
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successful implementation of ABC. Apart from 
providing all the resources and means of 
implementation, they should exhibit active 
support to staff for the implementation of ABC. 
6. Training is a most important factor as it helps 
the employees to understand how ABC differs 
from tradition cost accounting. They should 
also be trained in the goals, processes and 
benefits of ABC implementation. This will 
improve their confidence and a positive 
outlook regarding implementation. 
7. The perception exists that many environmental 
factors have a negative influence on the 
successful implementation of ABC. More 
appropriate training of ABC could possibly 
rectify the matter. 
8. ABC system is a modern and full system that 
can give solution to the problems that cannot be 
solved by traditional cost systems. So it 
recommends using this system fully or partly in 
necessary activities if the costs used in this 
system are high. 
 This research showed various opinions on ABC 
in LCPL giving the fact that there are still 
uncertainties that can‟t be demonstrated clearly by 
this study or in this particular case hence impulse 
other researches to be conducted. 
----------When the financial performance increased 
and the company turnover was achieved, research 
on ABC will be carried out to overcome existing 
limitations of ABC, therefore ABC knowledge to 
accounting community will be improved. 
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